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KEY ECONOMIC INDICATORS 
(Millions of U.S. Dollars unless otherwise indicated) 


1988 1989 
1986 1987 Estimates Projections 
Domestic Economy 
Population (millions) 22.5 9.2 24.0 24.8 
Population growth (%) ae i aus a» 
GDP in 1984 dollars 4,772 4,958 5,156 5,362 
Per capital GDP in 1984 dollars 247 258 269 279 
% change in real GDP (1) 3.6 3.9 4.0 4.6 
Consumer Price Index % change S362 29.9 25.0 15.0 
Production and Employment 
Labor force (1,000s of wage earners) 693 721 750 787 
Industrial production % change - 4.0 4.2 6.0 10.0 
Govt. deficit as % of GDP (2) 10.8 8.4 10.4 8.0 
Balance of Payments 
Exports (f.0.b.) 348.0 347.0 401.9 445.2 
Imports: (c.i.f.) 1,050.0 1,165.0 1,238.9 1,288.8 
Trade Deficit -702.0 -818.0 -837.0 -843 .6 
Current Account Deficit 
(including transfers) (3) -202.4 -280.3 -291.3 -298 .3 
Foreign debt (year end) 3,650 3,670 4,068 N/A 
Debt-service paid (4) 91.8 335.0 311.0 280.0 
Debt-service owed 398 344 315 284 
Scheduled debt-service ratio 
as % of goods, services and 
private transfers 
(including IMF) (5) i 57.4 I 48.1 
Gross official reserves in weeks 
of imports 2.4 4.3 6.2 7.8 
Average exchange rate for year 
(U.S. $1) 33 64 95 145 
Foreign Investment 
Total (cumulative) N/A N/A N/A N/A 
U.S. (cumulative) 18 18 18 18 
U.S.-Tanzania Trade 
U.S. exports to Tanzania (f.a.s.) 37.9 34.5 35.0 34.0 
U.S. imports from Tanzania (c.i.f.) 12.7 14.3 16.0 18.0 
Trade balance cm 20.2 19.0 16.0 
U.S. share of Tanzania exports (%) 3.6 4.1 4.0 4.0 
U.S. share of Tanzania imports (%) 3.6 3.0 2.8 2.6 
U.S. bilateral aid 
Economic (obligated) 3.7 65.0 3.7 14.8 
Military 0.0 0.0 0.023 0.045 


Principal U.S. exports (1986): PL-480 food, agriculture and earthmoving equipment, 
used clothing, and transportation equipment. 


Principal U.S. imports: Coffee, tea, sisal, pyrethrum, cashews 
Notes: 


1) Not adjusted for exchange rate changes in local currency. 

2) Numbers are for financial year (July - June) and series are not comparable because 
of significant exchange rate changes. 

3) World Bank estimates. 

4) World Bank estimates. Paris Club rescheduling is not reflected in these amounts. 


Interest burden is reflected in the service account, from 1985 onwards. 
5) IMF and Government of Tanzania estimates. 


Sources: International Monetary Fund, World Bank, Governinent of Tanzania and U.S. 
Embassy assessments’. 








SUMMARY AND INTRODUCTION 


Tanzania’s economic recovery is on track, but major imbalances 
persist. Introduced by President Ali Hassan Mwinyi in mid-1986 
to address major macroeconomic, structural and sectoral 
imbalances, the bold reform package embodied in the 3-year 
Economic Recovery Program (ERP), 1986/87 - 1988/89, was backed 
by strong multilateral and bilateral donor support. This 
support included significant World Bank assistance, an 18-month 
International Monetary Fund (IMF) Standby Arrangement and a 


3-year Structural Adjustment Facility (SAF), which runs through 
1989/90. 


A mid-1988 stalemate in negotiations between the IMF and the 
Government of Tanzania for the second year of the SAF threatened 
the recovery program since several major donors linked new 
program aid to an IMF follow-on agreement. A late October 1988 
agreement with the IMF, however, assured continuation of broad 
donor support, which had been reiterated during a review of the 
ERP’s second year at the mid-July Consultative Group (CG) 
meeting in Paris under the auspices of the World Bank. 


Real economic activity is rising for the third straight year, 
and most sectors should experience growth in 1988. ERP 
objectives are to increase agricultural production, rehabilitate 
physical infrastructure, increase industrial capacity 
utilization, and institute prudent monetary, fiscal and trade 
policies. Important ERP targets have been met, including a 
significant devaluation, export incentives, reduction in price 
and trade controls, and better fiscal performance. Further 
action is required on the exchange rate, restructuring the 
agricultural marketing system and parastatals, reform and 
rehabilitation of the industrial sector, rehabilitation of 
physical infrastructure, and restructuring the financial sector. 


Continuation of the reform program may lead to increased 
opportunities for U.S. exporters and investors, some through 
multilateral and U.S. Agency for International Development 
(USAID) lending programs. The new IMF agreement will enable 
the Government of Tanzania to petition the Paris Club for a 
rescheduling of official debt. This would lift the Brooke 
Amendment constraints on USAID programs in Tanzania, effective 
since October 1, 1988, and permit the commitment of new U.S. 
Government funds for development activities. 


Mainland and Zanzibar government officials encourage U.S. 
investment in Tanzania. However, the investment climate remains 
uncertain. Private domestic and foreign investors are very 
active in the minerals sector, particularly in gold 
exploration. Opportunities for U.S. investment exist in 


This report was prepared in December 1988. 








minerals, tourism, agribusiness, telecommunications, and 
manufacturing especially for export to markets which offer 
Tanzania preferential treatment. 


CURRENT ECONOMIC SITUATION AND TRENDS 
The Economic Recovery Program 


President Ali Hassan Mwinyi and pragmatic Tanzanian economic 
managers have reversed a decade-long trend of economic 
stagnation and decline. Mwinyi was elected in October 1985 
after the country’s founding father, Julius Nyerere, stepped 
down as president but continued as head of the country’s single 
political party, Chama Cha Mapinduzi (CCM). Maintaining 
internal stability and national consensus as essential elements 
of recovery and growth, the new Tanzanian Government expanded 
existing initiatives and instituted a 3-year Economic Recovery 
Program (ERP) in mid-1986 with broad bilateral and multilateral 
donor support. Measures were designed to increase agricultural 
production; rehabilitate physical infrastructure; increase 
industrial capacity utilization; and institute prudent 
monetary, fiscal, and trade policies. 


By mid-1988, positive results were evident. Gross Domestic 
Product (GDP), which had been stagnant in 1984 and 1985, grew 
at a rate of 3.6 percent in 1986 and 3.9 percent in 1987, and 
is estimated to grow by over 4 percent in 1988 and 1989. 
Growth was due in part to ERP short-term measures including: 

- significant devaluation of the Tanzanian shilling, 

- prices and interest rate changes, 

- credit and budgetary controls, 

- export incentives, and 

- reduction in price and trade controls. 
Most growth came in the agricultural sector where increases in 
producer prices, increase use of hybrid maize, relaxation of 
restrictions on private trading and private transportation of 
grains, and good rains resulted in a grains surplus in 
1987/88. Manufacturing, energy and water sectors, and economic 


services, especially transport, also contributed to increased 
output in 1987. 


The Own-funded Import Scheme resulted in an inflow of incentive 
goods, spare parts, and other producer goods although overall 
industrial sector performance fell short of program targets. 
Under the Export Retention Scheme, launched in September 1986, 
exporters of nontraditional products are allowed to retain 50 
percent of their foreign exchange earnings, which may then be 
used to import specified items. The introduction of an Open 
Generai Licensing Facility (OGL) in February 1988 liberalized 


trade further by providing access to foreign exchange for a 
list of selected imports. 








The Government of Tanzania has reduced income tax rates, 
increased wages by 20 percent, and awarded rent and transport 
allowances to cushion workers against inflation. Inflation has 
remained at about 30 percent since 1986, well above the program 
target level of 20 percent by 1988. Customs tariffs have been 
slashed, and the categories of tariffs have been consolidated 
from 20 to 7 with exemptions for basic and essential goods. 


This improved economic performance enjoys broad popular 
support, yet imbalances remain. Important targets have not 
been reached, including further action on an appropriate 
exchange rate path, reform of the agricultural marketing 
system, restructuring public expenditures and parastatals, 
removal of the distorted incentives facing the industrial 
sector, rehabilitation of the country’s badly deteriorated 
infrastructure, and restructuring the financial sector. 
Domestic credit ceilings have been exceeded due mainly to 
excessive borrowings by parastatals and marketing boards. 


The balance of payments remains weak as export earnings have 
fallen short of expected levels. Processing, transportation, 
and marketing problems. together with lower than anticipated 
world prices for exports, accounted for this shortfall. 
Imports were broadly in line with the program target, which 
meant a larger current account deficit than expected. 
Consequently, Tanzania was unable to service many debt 


obligations which in turn probably led to some shortfall in 
capital flows. 


To correct overvaluation, the Tanzanian shilling was allowed to 
depreciate rapidly from a value of 17 Tanzania shillings (Tshs) 
to $1 in April 1986, to 40 Tshs to $1 by June 20, 1986, to 

74 Tshs by mid-November 1987 and to 90 Tshs by early January 
1988. Subsequently, the authorities slowed down the pace so 
that the rate was 97 Tshs at the end of June 1988 and even 
appreciated slightly against the currencies of major trading 
partners between June and October 1988. A new exchange rate 
path commenced November 1988 shortly after the Government of 
Tanzania reached agreement with the IMF. 


International Response 


Strong donor support continues for Tanzania’s recovery and 
reform efforts. New aid commitments were pledged at a third 
World Bank-chaired Consultative Group meeting in July 1988, 
following those in 1986 and 1987. In 1986, after 6 years of 
tortuous negotiations, the IMF approved the 18-month, 64 
million SDR Standby Arrangement which closely correlates with 
the ERP. The Paris Club rescheduled Tanzania’s official debt 
to Western creditors in September 1986 on standard Paris Club 
terms, and in-November 1987, the IMF approved a 3-year 68 
million SDR Structural Adjustment Facility (SAF). At the same 
time, the World Bank approved a $180 million Multisectoral 
Rehabilitation Credit to support policy reforms in agriculture, 
transport, and foreign exchange allocation. 











In 1988, the World Bank plans to approve a $135 million 
Industrial and Trade Credit and a $150 million Agricultural 
Adjustment Credit, both quick disbursing. The World Bank is 
planning a more conventional $100 million Integrated Roads 
Project for 1989. Significant amounts of cofinancing from the 
African Development Bank, the United Kingdom and the 
Netherlands is expected for the roads and industry projects. 
Another debt rescheduling at the Paris Club was requested for 
December 1988 after resolution in late October of differences 
between Government of Tanzania and the IMF on acceptable 
exchange rate requirements and policy for the second year SAF. 


Agriculture 


Tanzania’s economy is dominated by agriculture, which accounted 
for 61 percent of GDP at current prices in 1987, compared to 44 
percent in 1980. On average between 1980 and 1986, agriculture 
accounted for 54 percent of GDP, for 80 percent of recorded 
export earnings, and employed almost 90 percent of the 
country’s labor force. 


Smallholders account for 85 percent of crop output. Estate 
production centers on sisal, sugar, tea, and to a lesser extent 
coffee, rice, and wheat. Crops and livestock (cattle, sheep, 
and goats) contribute over 75 and 15 percent, respectively, to 
the agricultural GDP with forestry, fisheries, and hunting 
accounting for the balance. Main export crops are coffee, tea, 
sisal, tobacco, cashewnuts, cocoa, and cloves. Primary food 
crops include maize, cassava, millet, sorghum, paddy, wheat, 
pulses, sugar, and plantains. 


Under the ERP, a concerted push is being made to liberalize 
grain marketing and to devise a new role for the National 
Milling Corporation (NMC)--formerly a monopsony buyer at 
official prices and now a residual purchaser--that contribute 
to price stability and food security without incurring losses 
as in recent years. 


The reorganized export crop marketing system functions poorly 
due mainly to physical bottlenecks involving transport and crop 
processing. Efforts are under way to make this system more 
efficient by increasing competition and reforming price 
structures in a more open market environment. Previous gains 
in real producer prices for the export crops of cotton and 
tobacco have been eroded. Instead of reaching the minimum 
increases of 5 percent targeted with the IMF, real producer 
prices for tobacco and cotton were 5 to 15 percent lower in 
1986/87 than in 1985/87. 


Under the new crop marketing system in place since 1984, 
primary societies are to be the sole purchasers from the 
farmer, which then transfer the crops to cooperative unions 








where they are sold to marketing boards for export and national 
marketing. Unofficially, private trading has supplemented this 
arrangement due in large part to failures in the cooperative 
marketing system. Three government-organized task forces have 
completed reports on the efficiency of the export crop 
marketing and the food distribution system. 


Industry 


The long-term decline in the industrial sector has reversed in 
1987, but the ERP target of increasing capacity utilization to 
between 60 and 70 percent remains illusive for the sector as a 
whole. Improved performance in 1987 was registered in 
textiles, tires, cement, and hoes. Industrial exports are 
growing steadily. The revival is gaining momentum with the 
increasing availability of foreign exchange for input 
procurement. In the first quarter of 1988, auto tires, cement, 
cigarettes, corrugated iron sheets, and rolled steel production 
improved significantly. Output declined in beer production, 
hoes, dry cells, and textiles. 


Increased production in the industrial sector is still 
constrained by major rehabilitation requirements, outdated 
plant and equipment, and lack of spare parts. To sustain 
industrial expansion, there is a need for the increased 
availability of inputs and for the sector itself to become a 
source of export expansion. 


Construction 


Construction activity remains high due mainly to the demand for 
housing, improved supply of building materials, increased 
domestic production of cement and steel and to imports under 
the trade liberalization program. Most of this activity is 
accounted for by small-scale construction, i.e., construction 
of private houses. With the change of emphasis from capacity 
expansion to the rehabilitation of existing structures, 
large-scale sector performance has not improved over the 
1980-86 period. The rapid increase in prices of construction 


materials above average inflation has been an important 
constraint. 


Transportation 


A critical element of the ERP, the transportation sector had 
been hardest hit by the economic decline. Recent increases in 
road vehicle fleets and regular fuel supplies have eased some 
bottlenecks. However, the poor state of the roads, inoperable 
rolling stock and deterioration in the rail system still 
present severe problems. Due to lack of resources, the railway 
system has not been expanded in the last 6 years. This is a 
basic constraint on economic recovery because of the role of 








road and rail in hauling agricultural inputs, produce, and 
other essential goods. Many trunk roads are impassable during 
the rainy season, and the serious state of disrepair of the 
roads drastically reduces the lifetime of vehicles. 


Rehabilitation of this sector is a major priority of the 
government which is implementing the emergency program for the 
Tanzania Railway Corporation (TRC) and a special 10-year 
program for Tanzania-Zambia Railway (TAZARA) intended to 
rehabilitate the railway system and to improve technical and 
financial performance over the medium term. 


Minerals and Energy 


Tanzania is endowed with diamonds, gold, gemstones, coal, iron, 
phosphate, kaolin, salt and other mineral deposits. Lack of 
capital, skilled manpower and equipment renders the Government 
of Tanzania unable to exploit this vast resource. Gold is 
mainly mined by smallholders and often smuggled out of the 
country. There are related production problems with gemstones 
such as tanzanite. American and other firms continue 
exploration for other gas reserves in addition to the Songo 
Songo gas field off the southern coast of Tanzania. The 
Chinese-built Kiwira coal mine in Mbeya, which opened in 
October 1988, is expected to produce 150,000 metric tons of raw 
coal for production of 93,000 metric tons of processed coal 
annually. Production is mainly for domestic consumption as an 
alternative to expensive oil imports and to switch rural 
consumption from use of firewood as a primary fuel to coal. 


Financial Sector 


No private banks have operated in Tanzania since their 
nationalization in 1967. The Bank of Tanzania, the National 
Bank of Commerce, and the Zanzibar People’s Bank handle 
commercial banking. In addition, 10 other specialized public 
financial institutions comprise the financial sector, currently 
handicapped by weak balance sheets, inadequate credit 
screenings, and limited competition between the institutions. 


The Tanzanian Government recognizes the need to reform the 
current financial sector to provide diversified financial 
services and to improve the efficiency of banking by increasing 
competition between existing public institutions. In late 
1988, President Mwinyi appointed a high-level commission to 
study the financial and monetary system. The commission was 
tasked to make recommendations on an action program for 
improving the system’s efficiency as well as to consider 


establishing new institutions to provide more comprehensive 
financial services. 








IMPLICATIONS FOR THE UNITED STATES 


Tanzania’s high risk investment profile should be balanced by 
consideration of the country’s political stability, social 
harmony, and pragmatic new economic reforms under the Economic 
Recovery Program. The government has targeted tourism, 
fishing, export agriculture, and mineral and oil exploration 
for foreign investment. Joint ventures with foreigners are 
encouraged through equity participation and supply of 
machinery, raw materials, and technology. At present the 
government favors small-to-medium-sized projects. 


Final judgment on the investment climate should be reserved 
until elements of the investment code (expected to be - 
favorable) are known. The new investment code is expected to 
be released sometime in 1989. Other factors influencing the 
investment climate will be the outcome of the government’s 
dialogue with the private sector and CCM party tolerance of 
increased liberalization and free market measures. The 
government encourages development of foreign exchange 
generating, export-oriented enterprises and in September 1988 
endorsed the role of the new Tanzania Chamber of Commerce, 
Industry and Agriculture (TCCIA) in this process. 


The United States remains a minor trade partner after the 
European Community. Public and private sector officials 
welcome increased trade links with the United States. Areas of 
particular interest to U.S. industry include minerals and oil 
exploration, telecommunications, tourism, export agriculture, 
and manufacturing for exports to markets offering Tanzania 
preferential treatment such as the European Economic Community 
(EEC), the Preferential Trade Area (PTA) for eastern and 
southern African countries, and the Southern African 
Development Coordinating Conference (SADCC) countries. 


Opportunities for U.S. exports exist for agricultural and 
irrigation equipment, spare parts and inputs; and small 
tractors and specialized machinery for use in rice and sugar 
cane processing. Sales prospects are good for construction 
machinery, road maintenance equipment, truck parts, 
pharmaceuticals, computers, used clothing, and chemicals for 
the textile industry. The Zanzibar Government is autonomous on 
most economic matters and welcomes U.S. investment in tourism 
and the agricultural sector. Current harbor and port 


expansions in Zanzibar portend well for increased foreign 
investment. 


The Central Bank has not released foreign exchange to 
repatriate dividends to foreign investors since the 1970s. 
Bilateral and multilateral lending programs appear to be the 
safest conduit for business ventures at the present time. 








USAID’s FY 1988 disbursed program level was $13.7 million and 
is expected to reach over $14 million in 1989. USAID's primary 
strategy is to assist directly in privatizing and rebuilding 
the rural roads and to help strengthen the railway network 
through program support. Other primary assistance areas 
include food policy adjustment, family planning and AIDS. The 
aid program is concentrated in the transport sector and three 
transportation grants: 

- African Economic Policy Reform Program (FY 1987 - $12 
million) ; 

- Agricultural Transport Assistance Program (FY 1988 - $7.2 
million); and 

- Tanzania-Zambia Railway (TAZARA) Rehabilitation (FY 1987 - 
$45.9 million), Southern African Regional Program. 


The first two programs provide foreign exchange to importers 
for road equipment, truck spare parts, and raw materials needed 
to maintain roads and trucks. Under these grants, the 
Tanzanians have agreed to a 25 percent increase in budgetary 
resources to the sector and a policy commitment to an expansion 
of the private sector’s role in road rehabilitation and 
maintenance. The local counterpart funds generated under the 
import programs are used to establish and operate rural road 
maintenance and rehabilitation systems. The TAZARA program is 
part of a Southern Africa regional strategy to reduce frontline 
states’ dependency on South Africa. A portion of U.S. food aid 
is being privatized, in support of NMC reforms, and is for sale 
at the world market price. 


Tanzania is the largest country in East Africa, just south of 
the equator and borders the Indian Ocean for 500 miles. Total 
area, including the islands of Unguja and Pemba, is 362,820 
square miles, the size of Texas and New Mexico combined. 
Tanzania’s borders touch Kenya, Uganda, Burundi, Rwanda, Zaire, 
Zambia, Malawi and Mozambique. There is diversity of 
altitudes, soil conditions, and rainfall patterns. From Dar es 
Salaam International Airport flights are available to Europe 
and to other East African countries. Connections and flights 
to Europe are better than to African locations. Internal 
flights are frequent but unreliable. 


Air Tanzania Corporation (ATC) handles all domestic flights and 
runs flights to other countries. Its fleet includes eight 
airplanes (Twin Otters, Fokker Friendships, and two Boeing 
737s). Several private charter aviation companies operate 
smaller aircraft. 


Of the 9,500 kilometers of roads, 2,600 are hard surfaced, and 
many are in serious disrepair. Dar es Salaam port is the ocean 
terminus of the railway to Kigoma and Lake Tanganyika, and to 
Mwanza on Lake Victoria. There are three ground links to 
Zambia: the TAZARA railroad, the TANZAM Highway, and the 

















TANZAMA pipeline. Apart from TAZARA, the Tanzania Railway 
Corporation (TRC) operates the other rail lines. TAZARA 
transships goods mainly for Zambia and Malawi while the TRC 
handles freight for Burundi, eastern Zaire, Uganda, and Rwanda. 


U.S. companies interested in establishing a presence in 
Tanzania should consider retaining a local agent. All visitors 
should obtain a visa before arrival and must convert $50 at the 
port of entry. Evidence of travel or plans to travel to South 
Africa will likely result in a denial of entry to Tanzania. 


Since foreign banks maintain no offices in Tanzania, several 
American banks cover the scene from neighboring countries. 
Correspondent arrangements are made with the National Bank of 
Commerce and the People’s Bank of Zanzibar. The U.S. 
Export-Import Bank. (Eximbank) remains off cover in Tanzania, 
but the Overseas Private Investment Corporation (OPIC) and the 
Trade and Development Program (TDP) show particular interest in 
potential commercial activities. In doing business in 
Tanzania, any U.S. firm should insist on irrevocable letters of 
credit confirmed by an outside bank. Societe Generale de 
Surveillance S.A. (SGS), a Swiss firm, undertakes preshipment 
inspections when the government allocates foreign exchange for 
imports not covered through international tenders. 


In summary, opportunities for American firms to penetrate the 
Tanzanian market will depend on the continued implementation of 
the reforms of Tanzania’s Economic Recovery Program and the 
elements of the long-delayed investment code. 











